Launched in March 2012, the S&P GIVI™ (Global Intrinsic Value Index) is a rules-based, global equity strategy index designed to capture two welldocumented, persistent anomalies in the equity markets -namely, the lowvolatility and value anomalies. The S&P GIVI tries to deliver -in a single index -both lower volatility and an alternative stock weighting scheme, whereby each stock is weighted by its intrinsic value, rather than its market capitalization.
Based on our review of the time period studied, we find that when the performance of the S&P GIVI and its sub-indices is compared to that of well-known market cap-weighted benchmarks, the S&P GIVI outperforms across the nine regions studied: global, developed markets, emerging markets, U.S., Europe, U.K., Japan, emerging Asia Pacific, and Pan Asia ex Japan, Australia and New Zealand. Both low-volatility screening and the intrinsic value weighting scheme systematically contribute to the S&P GIVI's tendency to outperform.
We have also compared the S&P GIVI to various existing alternatively weighted indices, with a focus on factor exposures and the practicalities of institutional investing. We find that the S&P GIVI incorporates a unique alternative index strategy combining important features of fundamentalbased and low-volatility strategies. Its intrinsic value weighting not only appears to capture the value premium, but also enables more exposure to growth opportunities than traditional fundamentally weighted indices. In addition, the index tends to retain the important characteristics of a fundamental-based index strategy, such as broad economic representation, high investment capacity and moderate implementation cost. These characteristics suggest that it may efficiently capture the equity risk premium, while simultaneously harvesting the value and low-volatility factor premia.
and empirical studies of the past several decades. Though they were once revolutionary ideas, MPT, Modern Portfolio Theory (Markowitz, 1952) , the CAPM, Capital Asset Pricing Model (Sharpe, 1964) and the EMH, Efficient Market Hypothesis (Fama, 1970) , have become generally accepted wisdom. The practical applications of these studies form the foundations of modern portfolio management.
While the current paradigm is well accepted and routinely used in investment management, there are exceptions to the orthodoxy. Over the years, researchers and practitioners have identified some systematic anomalies that are not taken into account by the current investment paradigm. Among them, the low-volatility and value anomalies are two that are documented to be persistent and applicable globally across regions.
The Low-Volatility Anomaly
The persistent outperformance of low-volatility stocks relative to high-volatility stocks is known as the "low-volatility anomaly." It is considered an anomaly because it deviates from the CAPM theory, which predicts that a stock's return is proportional to its beta, implying that a high-beta, high-volatility stock should outperform. However, empirical studies show that high-risk stocks underperform low-risk stocks on a risk-adjusted basis, where risk is measured by volatility or beta. The outperformance of low-volatility stocks has been documented by numerous academic studies, and has occurred over a long period of time in numerous markets. Haugen and Baker (1991) studied the low-volatility stocks in the Wilshire 5000 index from 1972 through 1989 and found that the portfolio of low-volatility stocks exhibited better performance than the market capweighted benchmark with a consistently higher Sharpe ratio. Fama and French (2004) offered evidence that low-beta stocks traded on U.S. exchanges generate higher returns than market cap-weighted benchmarks, and that high-beta stocks underperform the CAPM prediction. They changed the size of the window used in the estimation of the stock beta from 24 to 60 months to show that results are robust for this parameter. Baker, Bradley and Wurgler (2011) used the Center for Research in Security Prices (CRSP) data to show that from January 1968 through December 2008, for all publicly traded stocks including the top 1000 largest stocks by market cap, the stocks with the lowest beta substantially outperformed the high-beta stocks. Frazzini and Pedersen (2010) studied global stocks and showed that the low-volatility anomaly applies not only to U.S. stocks but also to global equities.
Practitioners have long tried to incorporate this anomaly into portfolio management. In fact, as far back as 1972, there was an attempt to design an investment vehicle to explore the anomaly. Wells Fargo Investment Advisors launched StageCoach, a mutual fund designed to specifically invest in low-beta stocks (Mehrling 2005) . The fund was based on the ideas and observations of Fischer Black, Michael Jensen and Myron Scholes, who had found that low-beta stocks tended to outperform higher-beta stocks. However, Wells Fargo eventually discontinued this fund due to concerns about market sector concentrations that could hinder the ability of the fund to diversify. This anecdote illustrates the importance of taking into account practicalities of the institutional investment process; while achieving low volatility might be a primary goal, it is also important to balance investment capacity, costs and the need for diversification. Such lessons are reflected in our current approach to incorporating low volatility; instead of solely minimizing portfolio volatility, we remove only the most volatile stocks, while maintaining the diversification and economic representation of a broad equity portfolio.
The Value Anomaly
The second phenomenon is known as the value anomaly: overvalued stocks, as measured by basic accounting data, generate poor returns relative to undervalued stocks. The value approach stems from the observation that behaviors of market participants can lead to boom-bust scenarios for stock prices, and thus the dislocation of market price from a company's true value, or "intrinsic value." Value as an investment principal predates modern methods of portfolio management (Graham and Dodd 1934) , and has proven to be a successful investment strategy over the long term.
When broad market indices are weighted by market cap, as determined by stock price, they may systematically over-weight overvalued stocks and under-weight undervalued stocks in a portfolio due to the automatic link between stocks' prices and their index weights. This effect has been most evident during stock market bubbles, such as the Japanese asset price bubble in the late 1980s and the global information technology bubble in the late 1990s. As investment processes evolve, practitioners are increasingly seeking to apply some of the core principals of value investing in a systematic manner, in the form of alternative index strategies.
Value based index strategies offer a time-tested alternative that breaks the automatic link between the stock price and weighting. Although it is difficult to calculate a stock's true value in an absolute sense, several approaches have been developed to provide a good proxy in a relative sense. Among them, fundamental-based strategies such as fundamental indices have generated much discussion (Arnott, Hsu and Moore, 2005) . In this framework, fundamental measures of company size, such as sales, cash flow and book value, are used as proxies for measuring a company's true value, and the indices are weighted using these fundamental accounting measures. Thus, fundamentally weighted indices essentially represent value strategies, with a systematic value tilt relative to market cap-weighted indices.
Another approach, based on the intrinsic value model, builds on previous fundamental-based strategies and is the strategy we adopted to create the S&P GIVI. Using this approach, an equity valuation model (Pinto, Henry, Robinson and Stowe, 2010 ) based on discounted future residue income is used to give a quantitative estimation of a stock's intrinsic value. A stock's weight in the intrinsic value index is determined by its theoretical intrinsic value, rather than its market capitalization.
There are some important features that differentiate intrinsic value indices from fundamentally weighted indices. Fundamentally weighted indices use historical accounting measures, such as sales and book value, to measure the economic size of companies. This means that, relative to market cap-weighted indices, fundamentally weighted indices systematically over-weight companies with lower valuation ratios, such as price-to-sales and price-to-book. However, such an approach also systematically under-weights companies whose economic size cannot be measured using only historical accounting measures, such as sales and book value. This is because fundamental weighting does not take into account information regarding the future growth prospects of companies. By incorporating the present value of growth opportunities into the intrinsic value measure, intrinsic value indices use a more forward-looking measure of economic size. Of course, neither the intrinsic value model nor any equity valuation model can produce accurate measures of the "true value" of all stocks. However, by using intrinsic value estimates, intrinsic value weighting may help eliminate market cap-weighted indices' bias of systematically overweighting overvalued stocks and under-weighting undervalued stocks. In addition, this approach may help eliminate fundamental weighting's bias of systematically under-weighting companies with higher growth prospects. In short, the approach does not rely on the premise that intrinsic value estimates capture the "true value" of all stocks. Rather, it leverages intrinsic value estimates to derive the intrinsic value weighting, which may suffer from less systematic biases than other weighting schemes.
Combining Low-Volatility and Value Strategies in the S&P GIVI Methodology
The S&P GIVI is designed to capture the two anomalies discussed in a systematic, rules-based way. The index is constructed using two simple steps, as shown in Exhibit A1 in the appendix. First, to achieve its goal of lower volatility, the S&P GIVI excludes from the underlying S&P Global BMI universe 30% of market cap with the highest volatility in each country. It then weights each of the remaining stocks by its intrinsic value. The intrinsic value of each stock is calculated using the residual income model, where intrinsic value is equal to the sum of the value of assets in place and the value of growth opportunities.
The value of assets in place is defined as the stock's current book value while its growth opportunity is derived from the discounted value of projected earnings, as provided by analysts' consensus earnings. A detailed discussion of the S&P GIVI's construction and choices of model parameters is beyond the scope of this paper. 1 We will focus instead on the S&P GIVI's performance and comparisons with other alternative index strategies.
The rest of the paper is organized as follows: in section 2, we compare the performance of the S&P GIVI with that of existing market benchmarks over the period from January 2000 to February 2012, across nine regions.
In section 3, we analyze the excess returns gained from the beta-capped market cap-weighted and pure intrinsic value-weighted versions of the S&P GIVI respectively. This analysis helps to shed light on whether both beta-capping and intrinsic value weighting systematically improved risk-adjusted performance, as well as which aspect of the index generates greater excess returns for the index in each region and country. In section 4, we compare the S&P GIVI to other alternative index strategies, with a focus on factor exposures and the practicalities of institutional investing. Such comparisons are helpful in understanding the S&P GIVI's unique characteristics and potential applications. In section 5, we draw conclusions from all of these analyses.
2: Performance Comparisons with the S&P GIVI
In this section, we compare how the S&P GIVI would have performed relative to the S&P Global BMI and MSCI Investible Market Indices (IMI) for nine major regions and countries during the period spanning 2000 to 2011. We studied the following markets: global, developed, emerging, U.S., Europe, UK, Japan, emerging Asia Pacific and Pan Asia ex-Australia, New Zealand and Japan, as shown in Exhibit 1. The S&P GIVI achieved higher historical returns with lower risk than the S&P Global BMI and MSCI IMI across all nine regions over the last 12 years. The S&P GIVI also exhibited higher risk-adjusted returns and a smaller maximum historical drawdown than the other two benchmarks over the examined period.
Comparing the S&P GIVI with Existing Benchmarks
Exhibits 2a and 2b show the historical performance of the S&P GIVI Global versus that of the S&P Global BMI and MSCI AC World IMI during the period spanning 2000 through 2011. Globally over the last 12 years, the S&P GIVI Global has generated significant annualized excess returns of 4.5% and 5.2% with lower volatility and achieved information ratios of 0.88 and 0.93 versus the S&P Global BMI and MSCI AC World IMI respectively. We also compared S&P GIVI Global performance in different market volatility conditions, as measured by the CBOE VIX ® . We divided the last 12 years of VIX history into three equal tertiles. Periods when VIX falls into the top tertile range are defined as periods of high market volatility, periods when VIX falls into the bottom tertile range are defined as periods of low market volatility and the remaining periods are defined as periods of medium market volatility. Relative to the MSCI AC World IMI, the S&P GIVI Global outperformed during high and medium market volatility environments and only slightly underperformed in a low volatility environment, as shown in Exhibit 5. 
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The S&P GIVI's Outperformance Across Regions
During the examined period (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) (2011) , the S&P GIVI generated significant excess returns compared to the MSCI IMI in all major markets including developed, emerging, U.S., Europe, UK, Japan, emerging Asia Pacific and Pan Asia ex-Japan, Australia and New Zealand. The S&P GIVI's outperformance over the MSCI IMI is more significant in developed markets (5.2% p.a.) than in emerging markets (4.3% p.a.). Pan Asia ex-Japan, Australia and New Zealand achieved the highest excess returns of all the regions (7.6% p.a.), followed by Japan (6.1% p.a.), U.S. (5.1% p.a.), UK (4.4% p.a.), Europe (4.1% p.a.) and emerging Asia Pacific (3.8% p.a.). Exhibit 6 shows the excess returns in these regions. Given its lower volatility, the S&P GIVI provided much higher risk-adjusted returns across all regions compared to the MSCI IMI and S&P Global BMI. Compared to the MSCI IMI, the most significant improvements in risk-adjusted returns are found in the U.S., Japan and developed markets. 2.3 The S&P GIVI's Outperformance in the U.S.
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The S&P GIVI U.S. shows significant outperformance over the S&P 500 in the U.S., with an annualized excess return of 5.7% and an information ratio of 0.92 during the period spanning 2000 through 2011, as shown in Exhibit 8a. As the S&P GIVI U.S. has lower annualized volatility, it declined no more than 30% when the S&P 500 and MSCI USA IMI lost 37% in 2008. Exhibit 8b shows the historical performance of the S&P GIVI U.S. versus that of the MSCI USA IMI. Comparisons to the S&P United States BMI are provided in the appendix, in Exhibit A3. 
S&P GIVI's Outperformance in Japan
As shown in Exhibits 9a and 9b, the S&P GIVI Japan had annualized excess returns of 6.1% relative to both the TOPIX and MSCI Japan IMI indices. The information ratio of the S&P GIVI Japan versus TOPIX is as high as 1.08, with a tracking error of 5.7%. Compared to the MSCI Japan IMI, the S&P GIVI Japan has an information ratio of 0.76 and a tracking error of 8.6%. Comparisons to the S&P Japan BMI are provided in the appendix, in Exhibit A4. Performance comparisons of the S&P GIVI versus the S&P Global BMI and MSCI IMI for other regions including developed markets, emerging markets, Europe, UK, Pan Asia ex Japan, Australia and New Zealand, and emerging Asia Pacific are shown in Exhibits A5a through A10b in the appendix.
3: The Sources of the S&P GIVI's Excess Returns
In this section, we present the findings of our analysis to isolate the primary driver of the S&P GIVI's excess returns in each region. To do this, we determined the excess returns that would be generated by two hypothetical versions of the index: a beta-capped market cap-weighted version that does not encompass pure intrinsic value weighting and a pure intrinsic value-weighted version that does not employ beta-capped market cap weighting. Analyzing these hypothetical indices allows us to isolate the effects of the beta-capping and intrinsic value-weighting features of the S&P GIVI for each region.
After constructing two hypothetical versions of the S&P GIVI, we compared the performance of these two hypothetical indices for the major regions and found that all of them outperformed the S&P Global BMI over the last 12 years. In every region, besides Europe and the UK, the pure intrinsic value-weighted version of the S&P GIVI generated slightly better overall performance than the beta-capped market capweighted version. The annualized returns, annualized volatility, risk-adjusted returns and excess returns versus the S&P Global BMI of the two hypothetical versions of the S&P GIVI are provided for each region in Exhibit 10. We further analyzed the performance of the two hypothetical versions of the S&P GIVI Global on an annual basis from 2000 through 2011. The results are shown in Exhibit 11. We found the pure intrinsic value-weighted version exhibited better performance than the beta-capped market cap-weighted version in eight out of the twelve years studied. 
4: The S&P GIVI Compared to Other Alternative Beta Strategies
In recent years, there has been a proliferation of alternative index strategies, particularly in the equity investing space. Although all alternative index strategies aim to achieve better risk-adjusted performance than market cap-weighted indices, they are by no means created equal. In fact, they often differ significantly in terms of their portfolio construction processes, underlying risk drivers, and investment applications. Therefore, to better understand the unique characteristics and potential applications of GIVI, it is essential to contrast it with other alternative index strategies.
There have been various attempts to categorize and compare the range of alternative equity beta strategies. Chow, Hsu, Kalesnik and Little (2011) surveyed various "heuristic-based" and "optimizationbased" weighting strategies, and found that most strategies outperform market cap-weighted indices largely due to their value and small-cap factor exposures. Kang (2012) reviewed various low-volatility, diversification and value-based strategies, finding that their most systematic factor drivers are distinct. Melas, Briand and Urwin (2011) characterized all "risk-based" and "return-based" strategies as special cases of mean-variance portfolio construction, subject to various assumptions about expected risk and return.
Low-volatility, diversification, and fundamental-based value strategies (see Exhibit 12) have all gained traction in the investment community in recent years. Low-volatility and diversification strategies are both risk-based strategies that aim to achieve more desirable risk characteristics than market cap-weighted indices. While low-volatility strategies reduce portfolio volatility by lowering systematic risk, diversification strategies such as equal-weight and equal-risk contribution reduce portfolio concentration by reducing stock-specific risks. However, by focusing solely on risk, neither low-volatility nor diversification strategies explicitly take into account company fundamentals in the portfolio construction process. In contrast, fundamental-based strategies, such as fundamental indices and value-weighted indices, systematically tilt toward value through stock weighting based on fundamental accounting measures. For institutional investors who may consider adding alternative index strategies to their strategic equity allocation, the evaluation criteria may go well beyond risk and return characteristics. For example, some institutional investors may prefer alternative index strategies with broad market representation, high investment capacity and low implementation cost.
Risk-centric low-volatility and diversification strategies tend to be less representative of the overall economy than traditional market cap-weighted indices. For instance, a minimum-variance or low-volatility portfolio contains only a small subset of companies and can have significant sector biases, while an equal-weight portfolio allocates the same capital to all companies regardless of their economic size. In contrast, fundamental-based index strategies are broadly representative of the overall economy. It is well accepted that market cap-weighted indices have a greater investment capacity than all other forms of indexing. In addition, they enjoy the lowest implementation cost, due to low portfolio turnover, high liquidity and low trading costs. As fundamental-based weighting schemes tend to be more similar to market-cap weighting than risk-based weighting schemes, fundamental-based strategies generally have a higher investment capacity and lower implementation cost than risk-based strategies.
The intrinsic value strategy uniquely combines the important features of the fundamental-based and lowvolatility strategies. Its intrinsic value weighting addresses the concern about market cap-weighted indices over-weighting overvalued stocks and under-weighting undervalued stocks. The intrinsic value weighting strategy has also consistently added value across regions, as demonstrated in the previous section. Such a fundamental-based approach also means that it has broad economic representation, high investment capacity and moderate implementation cost. In addition, by excluding many of the highrisk stocks, it leverages the extensive empirical evidence that high-beta, high-volatility stocks deliver lower risk-adjusted performance than low-beta, low-volatility stocks, potentially due to investors' behavioral bias. As illustrated earlier, this low-volatility tilt has consistently reduced risk and improved risk-adjusted performance across regions.
There is another important feature that differentiates the intrinsic value indices from the existing fundamentally weighted indices. Fundamentally weighted indices use historical accounting measures, such as sales and book value, to measure the economic size of companies. This implies that such an approach may systematically under-weight companies whose economic size cannot be measured using only historical accounting measures, such as sales and book value.
By incorporating the present value of growth opportunities into the intrinsic value measure, intrinsic value indices use a more forward-looking measure of economic size. As noted earlier, the intrinsic value estimates may be noisy, but the S&P GIVI does not rely on the premise that intrinsic value estimates capture the "true value" of individual stocks. Instead, it leverages intrinsic value estimates to derive a weighting scheme that corrects for the potential biases inherent to market cap and fundamental weighting. Exhibit 14 compares the sector allocation of the S&P GIVI U.S. with that of a market cap-weighted index (S&P U.S. BMI), and that of a book-value-weighted portfolio. It shows that the S&P GIVI has broadly diversified sector exposures. One notable observation is that it over-weights the information technology sector relative to the market cap-weighted index, which stands in stark contrast with the book-valueweighted portfolio that significantly under-weight the information technology sector. This finding indicates that the S&P GIVI may have more exposure to growth industries by virtue of incorporating the growth opportunities into the intrinsic value measure. In comparison, fundamentally weighted indices have more exposure to traditional value by virtue of using fundamental accounting measures.
Another observation is that, as of March 2012, the S&P GIVI U.S. significantly under-weights the financials sector compared to the market cap-weighted index. This finding stands in contrast with fundamentally weighted indices, which are substantially over-weight financials. The S&P GIVI's current under-weighting of financials can be attributed to both its intrinsic value weighting scheme and lowvolatility tilt.
Exhibit 14: Sector Allocation of S&P GIVI U.S. vs. Market Cap-Weighting and Book ValueWeighting
Source: S&P Dow Jones Indices. Data as of March 2012. The market cap-weighted portfolio is represented by S&P U.S. BMI, and the book valueweighted portfolio is a hypothetical U.S. portfolio weighted by the book value of individual stocks. Charts are provided for illustrative purposes.
Exhibit 15 presents the historical risk and return profile of selected alternative beta strategies applied to U.S. equities. All alternative index strategies significantly outperformed the S&P 500, with the S&P GIVI strategy generating the highest return over the examined period. Notably, only the minimum-variance and GIVI strategies reduced portfolio volatility. Overall, the GIVI strategy delivered the highest Sharpe Ratio and Information Ratio. It is well documented by both academics and practitioners that equity portfolio returns are driven not just by the overall market factor, but also by other common risk factors, such as value, small-cap, momentum and volatility factors. As alternative index strategies often have systematic exposures to some of these factors, it is helpful to examine and compare different alternative index strategies through the lens of common risk factors.
Using a five-factor model of market, value, small-cap, momentum and volatility, Exhibit 16 provides insights into the risk factors that drive the performance of different alternative index strategies. The minimum-variance and GIVI strategies have market betas of 0.88 and 0.93 respectively, both of which are statistically different from 1 (the beta of the market). They also both have a statistically significant negative exposure to the volatility factor. Indeed, it is the lower market beta and low-volatility tilts that enable minimum-variance and GIVI strategies to reduce systematic risk and portfolio volatility. The equalweight strategy has a small-cap exposure as it systematically over-weights small-cap stocks. It also demonstrates a value bias during the examined period, but we find that this is not systematic as its value bias may not exist in other periods. Not surprisingly, as shown in Exhibit 16, the RAFI Fundamental Index, MSCI Value Weighted and S&P GIVI index strategies all have sizable and statistically significant exposure to the value factor. While the Fundamental Index and Value Weighted Index both weight stocks by fundamental accounting measures, the Fundamental Index produces a stronger value tilt than the Value Weighted Index, as it applies an additional stock screening based on fundamental measures (see Exhibit 13). Notably, the S&P GIVI has a smaller value tilt than the two fundamentally weighted indices. As noted earlier, the S&P GIVI captures not only the traditional value factor, but also potential growth opportunities. Another observation is that the Fundamental Index has a statistically significant small-cap tilt, while the Value Weighted and S&P GIVI indices do not. 2 The small-cap tilt of the Fundamental Index may also be attributed to its additional stock screening.
Exhibit 16 also shows that the R-squared of the factor regression is very close to 1 for all alternative index strategies. This strongly indicates that the examined alternative index strategies are primarily driven by the well-known common equity risk factors (market, small-cap, value, momentum and volatility). We summarize the most systematic factor tilts of different alternative index strategies in Exhibit 17. In summary, as illustrated in Exhibit 19 below, the S&P GIVI uses a unique alternative index strategy that combines the important features of fundamental-based and low-volatility strategies. Its intrinsic value weighting not only captures the value premium, but also enables more exposure to growth opportunities than traditional fundamentally weighted indices. It also retains the important characteristics of a fundamental-based index strategy, such as broad market representation, high investment capacity and moderate implementation cost. These characteristics suggest that it may be an efficient tool for capturing the equity risk premium, while at the same time accessing the value and low-volatility factor premia.
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Exhibit 19: Main Characteristics of the S&P GIVI Strategy
Source: S&P Dow Jones Indices. Charts are provided for illustrative purposes.
Conclusion
As Keynes once remarked, "When the facts change, I change my mind." In the dynamic markets we live in, it is worthwhile to periodically check the facts against the established orthodoxy and respond accordingly.
The value and low-volatility anomalies are well-documented and persistent deviations from currently dominant investment theories. The S&P GIVI is designed to systematically incorporate these anomalies into a simple, investable index. The index's methodology is fully transparent and its coverage of the global equity market is extensive. We hope the S&P GIVI can provide a way for academics and practitioners to further study systematic market anomalies and that the index can serve as the basis for cost-efficient products that capture the opportunities for extra returns often neglected by other indices.
APPENDIX
Exhibit A1: Construction of the S&P GIVI Portfolio
Source: S&P Indices. Charts are provided for illustrative purposes.
Exhibit A2: Annual Outperformance of S&P GIVI versus S&P Global BMI and MSCI IMI (2000-2011)
Source: S&P Dow Jones Indices, MSCI. Data from December 31, 1999 to December 31, 2011. Charts are provided for illustrative purposes. This graph may reflect hypothetical historical performance. Please see the Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with back-tested performance. The S&P GIVI Emerging Market outperformed the S&P Emerging BMI and MSCI Emerging Markets IMI by 3.7% p.a. and 4.3% p.a. respectively. The S&P GIVI Emerging Market had a high information ratio of 1.08 and a low tracking error of 3.5% versus the S&P Emerging BMI, as shown in Exhibit A6a. Compared to the MSCI Emerging Markets IMI, the S&P GIVI Emerging Market had an information ratio of 0.86 and a tracking error 4.9%, as shown in Exhibit A6b. Past performance of the Index is not an indication of future results. Prospective application of the methodology used to construct the Index may not result in performance commensurate with the back-test returns shown. The back-test period does not necessarily correspond to the entire available history of the Index. Please refer to the methodology paper for the Index, available at www.spdji.com or www.spindices.com for more details about the index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as all index calculations. It is not possible to invest directly in an Index.
McGRAW-HILL
Another limitation of back-tested hypothetical information is that generally the back-tested calculation is prepared with the benefit of hindsight. Back-tested data reflect the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities (or fixed income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth, all of which can affect actual performance.
The Index returns shown do not represent the results of actual trading of investible assets/securities. S&P Dow Jones Indices LLC maintains the Index and calculates the Index levels and performance shown or discussed, but does not manage actual assets.
Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to track the performance of the Index. The imposition of these fees and charges would
cause actual and back-tested performance of the securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 investment for a 12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the investment plus accrued interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year. Over 3 years, an annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US$ 5,375, and a cumulative net return of 27.2% (or US$ 27,200). In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
